s 

352.44 
L72SBE 
1968 


JUL  22  /369 


STATE  OF  MONTANA 
STATE  BOARD  OF  EQUALIZATION 
REPORT  ON  EXAMINATION 
Fiscal  Year  Ended  June  30,  1968 


OFFICE  OF  THE   LEGISLATIVE  AUDITOR 

STATE  OF  MONTANA 
STATE  CAPITOL         •         HELENA 


Montana  Sir 


3  0864  1003  7303  7 


STATE  OF  MONTANA 
STATE  BOARD  OF  EQUALIZATION 
REPORT  ON  EXAMINATION 
Fiscal  Year  Ended  June  30,  1968 


TABLE  OF  CONTENTS 


Page 
iv 


Appointive  and  Administrative  Officials 

Summary  of  Recommendations  v 

Scope  of  Examination  and  Opinion  1 
Comments : 

General  3 

Accounting  System  and  Financial  Statements  3 

Cash  Suspense  Account:  5 

Inclusion  in  Central  Accounting  System  5 

Dishonored  Checks  6 

Long  Outstanding  Suspense  Checks  6 

Mailing  of  Suspense  Refund  Checks  7 

Account  Balance  7 

Transfer  of  Funds  8 

Accounts  Receivable  9 

Securities  10 

Equipment  11 

Fund  Balance  13 

Appropriation  Expenditures:  14 

Travel  Expense  Reimbursements           .  14 

Payroll  15 

Appropriations  from  Earmarked  Revenue  Fund  16 

Revenue  Credited  As  Refund  to  Appropriation  17 

Authority  to  Deduct  Expenses  from  Collections  17 

Revenue:  19 

Revenue  Reporting  19 

i 


Penalties  and  Interest  20 

Accountability  of  Documents  22 

Motor  Fuel  Dealer  Bonds  23 

Aviation  Gasoline  License  Tax  24 

Inheritance  Tax  28 

Store  License  Tax  31 

Contractors'  Gross  Receipts  Tax  34 

Oil  Production  License  Tax  35 

Field  Auditing  37 

Conclusion  38 

Financial  Statements  Exhibit 

Balance  Sheet,  All  Funds,  June  30,  1968  A       40 

Statement  of  Changes  in  Fund  Balance, 

Fiscal  Year  Ended  June  30,  1968: 

All  Funds  B       41 

Federal  and  Private  Grant  Clearance  Fund  B-l     42 

Revolving  Fund  B-2     43 

Suspense  Account  B-3     44 

Statement  of  Distribution  of  Revenue  to  Funds, 

Suspense  Account,  Fiscal  Year  Ended  June  30,  1968: 

All  Funds  C       45 

Earmarked  Revenue  Fund  C-l     46 


ii 


Sinking  Fund  C-l     46 

Statement  of  Receipts,  Federal  and  Private 

Grant  Clearance  Fund,  Fiscal  Year  Ended 

June  30,  1968  C-2     47 

Statement  of  Expenditures  and  Encumbrances 

Compared  with  Appropriations,  Fiscal  Year 

Ended  June  30,  1968: 

General  Fund  D       48 

Earmarked  Revenue  Fund  D       48 

Statement  of  Expenditures,  Federal  and 

Private  Grant  Clearance  Fund,  Fiscal  Year 

Ended  June  30,  1968  D-l     49 

Statement  of  Changes  in  General  Fixed  Assets, 

Fiscal  Year  Ended  June  30,  1968  E       50 


iii 


APPOINTIVE  AND  ADMINISTRATIVE  OFFICIALS 


STATE  BOARD  OF  EQUALIZATION 
Board  Members 


Howard  H.  Lord,  Chairman 
John  C.  Alley 
J.  Morley  Cooper 

Administrative  Officials 

Vernon  B.  Miller,  Director  of  Administration  and 
Secretary  of  the  Board 


lena 

March  1 , 

1971 

lena 

March  1, 

1973 

lena 

March  1, 

1975 

SUMMARY  OF  RECOMMENDATIONS 

Page 

Establish  a  general  ledger  and  double  entry  system.  5 

Prepare  annual  financial  statements.  5 

Provide  for  an  accountant  to  supervise  accounting  system.  5 

Develop  more  meaningful  management  information.  5 
The  state  controller  account  for  suspense  accounts  in  central  accounting  system.   6 

The  state  treasurer  redeposit  and  the  board  account  for  dishonored  checks.  6 

Review  periodically  outstanding  check  file  and  cancel  old  checks.  7 

Mail  refund  checks  from  cashier's  office.  7 

Reconcile  suspense  control  account  with  supporting  detail.  8 

Strengthen  procedures  for  identifying  uncleared  collections.  8 

Transfer  funds  between  accounts  by  journal  entry.  9 

Conduct  inventory  of  accounts  receivable.  10 
Provide  for  recording  accounts  receivable  in  general  ledger  and  appropriate 

registers.  10,  29 

Reconcile  the  accounts  receivable  control  account  to  the  subsidiary  accounts.     10 

Establish  general  ledger  account  for  guarantee  deposits.  10 

Inventory  and  identify  all  equipment.  12 
Establish  equipment  control  account  and  reconcile  balance  to  subsidiary 

records.  12,  13 

Take  physical  inventories  of  equipment  annually.  13 

Determine  source  of  unidentified  balance  in  protested  license  account.  13 

Initiate  action  for  clearing  old  amounts  in  protected  license  account.  13 
Establish  supporting  subsidiary  ledger  for  protested  license  control  account.     13 

Clear  amounts  in  protested  license  account  on  a  timely  basis.  14 


Page 

Revise  travel  claim  procedures  to  insure  adherence  to  applicable  statutes.  15 
Verify  the  mathematical  accuracy  of  employee  vacation  and  sick  leave 

records.  16 

Assign  costs  to  special  appropriations  based  on  sound  cost  allocation  plan.  16 

Distribute  miscellaneous  fees  to  general  fund  monthly.  17 

Classify  miscellaneous  fees  as  revenue  rather  than  abatements.  17 
Request  legislation  to  repeal  statutory  provisions  permitting  use  of  revenue 

collected  for  paying  operating  expenses.  18 
The  state  controller  require  that  statements  of  revenue  be  prepared  by  the 

collecting  state  agency.  20 

Reconcile  revenue  collected  to  state  controller's  records.  20 

Adjust  revenue  reporting  errors  prior  to  statement  preparation.  20 
Assess  penalties  and  interest  prescribed  by  law  if  taxes  are  not  remitted 

timely.  22 
Classify  penalty  and  interest  collections  apart  from  taxes  collected  in 

revenue  reports.  22 

Prenumber  licenses,  permits,  certificates,  and  receipts  issued.  23 

Adjust  bond  levels  of  fuel  dealers  to  comply  with  statutes.  24 
Resolve  apparent  deficiency  of  allocation  to  aeronautics  account  for 

1967-69  biennium.  25 
The  state  treasurer  discontinue  accounting  for  inheritance  taxes  and  the 

board  assume  the  accounting  duties.  27 

Revise  reporting  format  for  inheritance  taxes.  29 

Require  counties  to  remit  inheritance  tax  advances  monthly.  31 

Require  that  store  licenses  must  be  renewed  by  January  1.  32 

vi 


Page 

Record  and  account  for  all  cash  in  the  cashier's  office.  34 

Reconcile  number  of  store  licenses  issued  to  amount  of  cash  collected.  34 

Maintain  written  record  of  action  taken  on  delinquent  store  license  accounts.  34 

Initiate  by  correspondence  the  collection  of  delinquent  store  licenses.  34 
Provide  for  a  penalty  for  late  remittance  of  contractors'  gross  receipts 

taxes.  35 
Consider  transferring  the  administration  of  the  oil  production  license 

taxes  to  the  oil  and  gas  conservation  commission.  36 

Revise  procedures  for  auditing  oil  production  license  tax  reports.  36 

Standardize  with  oil  and  gas  conservation  commission  oil  field  classification.  37 

Verify  reported  oil  prices.  37 

Consider  expanding  field  audit  program.  38 


<&* 


MORRIS   L.   BRUSETT.  C. PA.  /&J!i!QK  G.  DEAN  REED.  C  PA 


LEGISLATIVE  AUDITOR 


DEPUTY  LEGISLATIVE  AUDITOR 


STATE    OF    MONTANA 

ffiffae  of  %  ^egtslaitta  jXuhttnr 

STATE  CAPITOL 
HELENA.  MONTANA    59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  balance  sheet  of  the  Montana  state  board  of  equalization 
as  of  June  30,  1968,  and  the  related  statements  of  operations,  as  set  forth  in  the 
table  of  contents  in  this  report,  for  the  fiscal  year  then  ended.   Our  examination 
was  made  in  accordance  with  generally  accepted  auditing  standards  and  accordingly 
included  such  tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

The  financial  statements  have  been  prepared  on  the  cash  basis  of  accounting 
and  do  not  show  financial  position  or  operating  results  as  do  statements  prepared 
on  the  modified  accrual  basis  in  accordance  with  generally  accepted  accounting 
principles  applicable  to  governmental  units. 

The  board  does  not  maintain  a  general  ledger  nor  does  it  utilize  the  double 
entry  system  of  accounting.   Accordingly,  the  board's  financial  statements  have 
been  prepared  basically  from  the  state  controller's  centralized  records  and  detail 
records  maintained  by  the  board. 

Unrecorded  and  not  reported  on  the  accompanying  financial  statements  are 
accounts  receivable  of  an  undeterminable  amount  but  estimated  to  be  materially 
significant  as  outlined  in  the  comments  section  of  this  report. 

Because  of  the  materiality  of  the  exceptions  described  in  the  comments 
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section  of  this  report,  we  are  of  the  opinion  that  the  accompanying  balance 
sheet  does  not  present  fairly  the  financial  position  of  the  board  of  equalization 
as  of  June  30,  1968. 

In  our  opinion,  subject  to  the  exceptions  described  in  the  preceding  paragraphs, 
the  accompanying  statements  of  operations  present  fairly  the  results  of  the  board  of 
equalization's  operations  for  the  fiscal  year  ended  June  30,  1968,  in  accordance  with 
generally  accepted  governmental  accounting  prinicples  applied  on  a  basis  consistent 
with  that  of  the  preceding  year. 

We  submit  the  financial  statements  listed  in  the  preceding  table  of  contents 
together  with  the  following  comments. 


GENERAL 

The  state  board  of  equalization  was  created  by  article  XII  of  Montana's 
constitution.   The  constitution  prescribes  the  board's  prime  duty  to  be  to 
"do  all  things  necessary  to  secure  a  fair,  just  and  equitable  valuation  of 
all  taxable  property  among  counties,  between  the  different  classes  of  prop- 
erty, and  between  individual  taxpayers".   The  constitution  further  provides 
that  the  board  "shall  also  have  such  other  powers,  and  perform  such  other 
duties  relating  to  taxation  as  may  be  prescribed  by  law".   Pursuant  to  the 
latter  provision,  the  board  has  been  given  the  authority  and  responsibility 
by  statute  for  the  administration  and  collection  of  most  state  taxes. 

The  board  of  equalization  consists  of  a  three  member  group  appointed  by 
the  governor  for  six  year  staggered  terms.   This  board  is  responsible  for 
establishing  such  policies  and  issuing  such  regulations  as  are  deemed  nec- 
essary for  carrying  out  its  assigned  duties.   The  board  of  equalization, 
hereinafter  referred  to  as  the  board  and  meaning  the  entire  department  as 
opposed  to  the  three  member  board  itself,  is  divided  into  five  functional 
divisions.   These  divisions  consist  of:   administration,  income  and  corpor- 
ation license  tax,  motor  fuel  tax,  inheritance  tax,  and  cashiering. 

As  a  final  general  comment,  we  wish  to  state  that  we  did  not  include  in 
the  scope  of  our  examination  a  review  or  evaluation  of  the  board's  property 
tax  assessment  function. 
ACCOUNTING  SYSTEM  AND  FINANCIAL  STATEMENTS 

The  board  of  equalization  does  not  have  a  system  of  general  accounting 
and  financial  reporting  to  adequately  account  for  its  activities.   The  board 
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does  not  maintain  a  general  ledger,  the  basic  accounting  record  o\~    any  business 
or  governmental  agency,  nor  does  it  utilize  the  double  entry  system,  the  only 
recognized  method  of  recording  accounting  transactions.   The  board  does  not  prepare 
an  annual  balance  sheet  or  trial  balance  to  reflect  its  assets,  obligations,  and 
fund  balances  of  accounts  over  which  it  has  control. 

The  board  is  the  state's  major  revenue  collection  agency  having  collected 
nearly  $80,000,000  during  the  1967-68  fiscal  year.   It  is  difficult  to  under- 
stand how  the  board  has  been  able  to  get  by  for  so  long  without  having  these 
basic  financial  control  records  and  reports.   No  business  in  industry  with  less 
than  one  per  cent  of  the  volume  of  the  board  could  survive  without  the  information 
provided  by  these  basic  records.   We  believe  that  the  board's  position  of  trust 
for  the  taxpayers  of  Montana  makes  maintenance  of  these  records  doubly  important. 

In  our  opinion,  the  board  needs  a  basic  accounting  system  that  will  establish 
control  over  its  financial  operations.   It  will  require  considerable  coordination 
between  the  administration  and  other  divisions  of  the  board  to  produce  the  re- 
quired flow  of  information.   Accordingly,  we  believe  the  board  needs  a  professional 
accountant  to  guide  the  board's  accounting  system  development  and  establish  and 
maintain  the  required  coordination. 

Once  a  good  basic  system  is  established  and  operating  effectively,  the  account- 
ant could  help  the  divisions  develop  better  statistical  information  for  use  by  the 
board  and  the  state  legislature.   Each  fciennium  the  legislature  convenes  for  sixty 
days  and  must  make  very  important  decisions  about  the  state's  financial  future, 
quite  often  without  having  sufficient  information.   It  would  seem  that  the  board, 
with  the  vast  amount  of  financial  data  within  its  records,  could  develop  much  more 
useful  information  than  it  currently  has  available  from  which  the  board  could  make 
recommendations  and  the  legislature  make  decisions  based  upon  sound  information. 


RECOMMENDATION 

We  recommend  that  the  board: 

(1)  Establish  a  general  ledger  utilizing  the  double  entry  system 
to  account  for  its  activities  in  accordance  with  generally 
accepted  governmental  accounting  principles  and  post  the 
ledger  monthly. 

(2)  Prepare  annual  financial  statements  for  submission  to  the 
state  controller  and  for  audit  that  will  present  the  financial 
condition  of  the  state  funds  and  accounts  for  which  the  board 
has  responsibility  and  the  operations  of  the  board  for  the  year. 

(3)  Provide  for  a  professional  accountant  to  supervise  and  coordinate 
the  board's  accounting  system. 

(4)  Emphasize  the  development  of  more  and  better  management  information 
from  the  board's  wealth  of  financial  data. 

CASH  SUSPENSE  ACCOUNT 

Inclusion  in  Central  Accounting  System 

The  state  treasurer  maintains  for  the  board  within  the  state  treasury  a 
cash  suspense  account.   This  account  which  is  excluded  from  the  state's  regular 
accounting  system  serves  as  the  initial  depository  for  all  board  collections. 

In  a  prior  audit  report  (fish  and  game  commission,  August,  1968),  we  made 
the  following  observation  about  the  state  treasurer's  suspense  accounts: 

"The  agencies  for  whom  the  suspense  accounts  are  maintained  have  a  high 
incidence  of  refunds.   The  use  of  the  suspense  account  system  permits  agencies 
to  deposit  all  collections  promptly  but  also  allows  them  to  refund  to  the  re- 
mitter those  amounts  collected  in  error,  or  otherwise  found  not  to  belong  to 
the  state,  prior  to  the  ultimate  deposit  of  the  collections  in  the  state 
treasury  fund  system. 

"However,  the  accounting  transactions  relating  to  the  suspense  accounts  are 
not  recorded  in  the  state's  central  accounting  system  maintained  by  the  state 
controller.   Therefore,  financial  reports  disseminating  from  that  office  do  not 


reflect  the  receipts  deposited  in  or  the  disbursements  made  from  these  accounts." 

The  above  comments  hold  true  for  the  board  of  equalization's  suspense  account, 
In  our  prior  report,  we  recommended  that  the  state  controller  account  for  all 
state  suspense  accounts  in  the  state's  central  accounting  system.   In  his  reply, 
dated  November  18,  1968,  the  state  controller  stated:   "The  recommendation  was 
made  that  clearance  accounts  replace  treasurer's  suspense  accounts.   This  is 
sound  and  I  intend  to  direct  procedure  in  that  direction."  To  date,  that 
recommendation  has  not  been  implemented.   Accordingly,  we  are  again  recommending 
that  these  suspense  accounts  be  brought  into  the  central  accounting  system. 

RECOMMENDATION 

We  recommend  that  the  state  controller  account  for  all  state  suspense  accounts 
in  the  state's  central  accounting  system. 
Dishonored  Checks 

The  state  treasurer's  office  does  not  run  all  dishonored  checks  through  the 
bank  clearing  houses  a  second  time.   Such  a  procedure  is  used  quite  effectively 
by  other  states.   We  believe  the  inauguration  of  this  practice  would  accelerate 
the  collection  of  delinquent  taxes  without  a  proportionate  increase  in  costs. 

Taxpayer's  checks  that  have  been  returned  (dishonored)  by  the  bank  to  the 
board  are  not  recorded  in  the  board's  formal  accounting  system.   Immediately  upon 
receipt  from  the  state  treasurer  of  a  dishonored  check,  an  account  receivable 
should  be  established  for  control  purposes  and  collection  efforts  initiated. 

RECOMMENDATION 

We  recommend  that  dishonored  checks  be  redeposited  a  second  time  and  be 
controlled  and  accounted  for  in  the  general  accounting  system. 
Long  Outstanding  Suspense  Checks 

There  still  remains  outstanding  some  of  the  treasurer's  checks  that  were 


drawn  on  the  suspense  account  several  years  ago — the  oldest  check  still  out- 
standing was  issued  in  1962.   Recent  legislation  provided  for  the  cancellation 
of  state  warrants  after  one  year.   However,  there  appears  to  be  no  established 
policy  over  the  cancellation  of  treasurer's  suspense  checks.   Pending  the 
transfer  of  the  suspense  account  to  the  central  accounting  system  at  which  time 
state  warrants  will  be  issued  instead  of  treasurer's  suspense  checks,  we  believe 
that  the  outstanding  check  file  should  be  reviewed  and  that  if  the  payee  cannot 
be  located,  all  checks  over  one  year  old  should  be  canceled. 
RECOMMENDATION 

We  recommend  that  the  outstanding  check  file  be  reviewed  periodically  and 
that  all  checks  that  have  been  outstanding  over  one  year  be  canceled. 
Mailing  of  Suspense  Refund  Checks 

We  also  noted  that  refund  checks  that  are  drawn  at  the  request  of  the 
various  divisions  of  the  board  are  returned  by  the  cashier  to  the  requesting 
division  for  mailing.   When  the  suspense  accounts  are  incorporated  into  the 
central  accounting  system,  state  warrants  will  be  used  to  make  these  refunds 
and  at  that  time  will  be  mailed  directly  to  the  payee  from  the  state  auditor's 
office.   For  this  interim  period,  we  believe  that  the  refund  checks  should  be 
mailed  directly  to  the  payee  by  the  board's  cashier  rather  than  being  returned 
to  the  respective  divisions  for  mailing. 
RECOMMENDATION 

We  recommend  that  all  treasurer's  suspense  refund  checks  be  mailed  directly 
to  the  payee  by  the  board's  cashiering  office. 
Account  Balance 

The  balance  reflected  in  the  suspense  control  account  is  not  in  agreement 


with  the  supporting  detail  records.   At  the  close  of  any  one  month  the  balance 
in  the  suspense  account  represents  uncleared  collections  or,  in  other  words, 
monies  received  which  remain  unidentified  as  to  their  proper  revenue  classification. 
Supporting  this  balance  is  a  record  (called  an  "in-lieu"  by  the  board) ,  for  each 
check  received  on  which  such  information  as  check  payer,  amount,  date,  etc.,  is 
recorded  for  later  reference.   These  two  records,  the  control  account  and  the 
total  of  the  supporting  detail  records,  should  always  agree.   However,  we  found 
that  the  two  records  have  not  been  reconciled  since  1966  and,  in  addition,  the 
amount  of  the  difference  fluctuates  from  month  to  month.   For  example,  for  the 
period  from  September,  1967  to  September,  1968,  the  amount  of  the  difference 
ranged  from  a  high  of  $2,370  to  a  low  of  $66. 

Amounts  that  were  collected  in  1965  are  still  included  in  the  suspense  account 
balance.   We  suggest  that  identification  follow-up  procedures  be  strengthened  in 
an  effort  to  accelerate  the  clearance  of  these  amounts. 

RECOMMENDATION 

We  recommend  that: 

(1)  The  suspense  control  account  be  reconciled  monthly  to  its  supporting 
detail  records. 

(2)  Identification  follow-up  procedures  over  old  uncleared  amounts  be 
strengthened  so  they  may  be  cleared  on  a  more  timely  basis. 

Transfers  of  Funds 

Currently,  state  warrants  are  used  to  transfer  money  between  accounts  of  the 
board  within  the  central  accounting  system.   Likewise  treasurer's  checks  are  used 
to  transfer  money  within  the  suspense  account  from  one  division  of  the  board  to 
another  and  also  to  transfer  money  from  the  suspense  account  to  another  state 


agency.   It  isn't  necessary  to  use  negotiable  instruments  to  transfer  monies 
between  state  agencies  or  between  divisions  within  an  agency.   These  transfers 
should  be  made  by  accounting  journal  entries. 

RECOMMENDATION 

We  recommend  that  accounting  journal  entries  be  used  to  transfer  monies 

between  accounts  and  divisions  of  the  board  and  from  the  board  to  other 
state  agencies. 
ACCOUNTS  RECEIVABLE 

The  board  is  the  collection  agency  for  most  state  taxes.   Most  collection 
agencies  at  any  given  point  in  time  will  have  amounts  due  but  unpaid.   The  board 
is  no  exception  as  it  constantly  has  amounts  due  from  taxpayers  or  intermediaries 
holding  state  funds.   Some  of  the  prime  examples  are  income  tax  wherein  delinquent 
taxes  together  with  related  penalties  and  interest  amounted  to  well  over  $300,000 
on  December  31,  1968  and  inheritance  tax  where  the  county  governments  held  in 
excess  of  $1,000,000  of  state  funds  as  of  May,   1969. 

The  board  has  not  established  a  control  account  over  its  accounts  receivable. 
Each  division  of  the  board  determines  amounts  due  and  corresponds  with  the  tax- 
payer to  make  collection.   The  divisions  maintain  files  of  correspondence  relating 
to  amounts  due  but  the  amounts  are  not  recorded  in  the  accounting  records.   Such 
a  recording  would  establish  control  over  amounts  due  and  require  the  proper  dis- 
position of  the  receivables,  either  through  collection  or  properly  authorized 
writeoffs.   With  the  present  system,  a  misfiled  folder  or  correspondence  document 
could  easily  result  in  non-collection  of  amounts  due. 

The  accompanying  balance  sheet  of  this  report,  Exhibit  A,  does  not  reflect 
any  of  the  accounts  receivable  of  the  board.   This  is  because  the  board's  present 


system  does  not  provide  the  information  for  their  inclusion. 
RECOMMENDATION 

We  recommend  that  the  board  establish  and  maintain  a  formal  control  over 
its  accounts  receivable  as  follows: 

(1)  Take  a  complete  inventory  of  all  amounts  known  to  be  due 
the  board. 

(2)  Establish  general  ledger  accounts  for  accounts  receivable, 
record  the  amount  due,  and  make  monthly  postings  of  all 
additions  and  deductions. 

(3)  Periodically  reconcile  the  control  and  detail  accounts. 
SECURITIES 

The  board  receives  guarantee  deposits  from  gasoline  dealers  and  special 
fuel  users  and  dealers  as  provided  in  the  state  motor  fuel  laws.   These  deposits 
are  received  in  the  form  of  both  cash  and  securities.   The  board's  present  system 
does  not  provide  for  recording  the  securities  in  general  ledger  control  accounts. 
The  securities  are  deposited  for  safekeeping  by  the  board  with  the  state  treasurer. 
Both  the  board's  cashier  division  and  motor  fuel  division  maintain  informal  records 
of  these  securities.   However,  neither  of  these  records  is  maintained  as  a  general 
ledger  where  monthly  postings  of  additions  and  deductions  are  made  and  the  month 
end  balance  is  readily  determinable  as  is  the  case  with  a  good  general  ledger 
system. 

RECOMMENDATION 

We  recommend  that  the  board  establish  general  ledger  accounts  within  its 
treasury  suspense  account  as  part  of  its  formal  accounting  system  to 
account  for  motor  fuel  guarantee  deposit  securities  received,  returned, 
and  on  hand  and  that  these  accounts  be  posted  on  a  monthly  basis. 
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EQUIPMENT 

Since  the  board  does  not  prepare  a  balance  sheet,  the  lone  source  of  the 
reported  balance  of  equipment  owned  by  the  board  is  the  "Summary  of  Inventory" 
report  filed  annually  with  the  state  department  of  administration.   The  amounts 
as  reported  are  summarized  in  Exhibit  E. 

The  board  maintains  no  control  account  for  its  equipment  to  which  additions 
and  deletions  are  posted  on  a  current  basis.   The  present  procedure  is  to  go 
back  through  purchase  orders  at  yearend  to  determine  additions  and  deletions  due 
to  trade  ins  during  the  year  for  preparation  of  the  "Summary  of  Inventory"  report. 
The  board  has  not  taken  a  complete  physical  inventory  of  its  equipment  items 
since  1957.   Several  years  ago  the  board  ceased  the  procedure  of  assigning 
identification  numbers  and  attaching  identifying  stickers  or  tags  to  its  equip- 
ment items. 

The  board  has  a  detail  ledger  card  system  for  its  equipment  but  has  not 
maintained  it  on  a  current  basis  or  reconciled  it  with  the  annual  "Summary  of 
Inventory"  report. 

As  a  result  of  these  factors,  the  board's  reported  equipment  balance  contains 
the  following  errors: 

(1)  The  board's  detail  equipment  ledger  does  not  agree  with  the  reported 
balance.  One  example  is  the  machinery  and  appliances  classification 
within  the  administration  division  as  follows: 

Balance  per  report  $16,032 

Balance  per  property  cards  12,983 

Difference  $  3,049 


This  difference  consists  of  errors  of  several  different  types  including 
reported  equipment  totaling  $3,256  for  which  there  are  no  property  cards 
in  the  file  and  property  cards  in  the  file  totaling  $1,058  for  which  no 
equipment  is  included  in  the  report  total. 

(2)  Several  instances  were  noted  where  equipment  items  were  on  hand  but  not 
included  in  the  report  total  and  where  equipment  items  included  in  the 
report  had  been  traded  in  or  otherwise  disposed  of  before  June  30,  1968, 
the  date  of  the  report.   An  example  of  the  latter  is  a  bookkeeping 
machine  included  in  the  division  of  administration's  reported  balance 

for  machinery  and  appliances  in  the  amount  of  $2,920,  although  the  machine 
had  been  disposed  of  several  years  before. 

(3)  The  reported  balance  for  automobiles  of  $14,547  is  understated  $3,983. 
This  is  because  two  automobiles  purchased  during  the  year  for  $3,792  were 
not  included  in  the  reported  total  and  the  beginning  balance  was  under- 
stated $191. 

(4)  Several  deletions  from  the  machinery  and  appliances  classification  were 
made  at  the  amount  of  trade  in  allowances  rather  than  the  cost  of  the 
items  traded  in.   This  results  in  the  machinery  and  appliance  classifi- 
cation being  overstated  about  $1,700. 

RECOMMENDATION 

We  recommend  that  the  board: 

(1)  Take  a  complete  physical  inventory  of  its  equipment,  assign 
identification  numbers,  and  attach  identification  number  stickers 
or  tags. 

(2)  Compare  the  equipment  physical  inventory  listing  with  the  reported 
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balance,  account  for  unlocated  equipment  items  included  in  the 
balance,  record  board  owned  equipment  not  currently  included  in 
the  balance,  and  delete  all  items  included  in  the  balance  in 
error. 

(3)  Bring  the  detail  equipment  ledger  into  agreement  with  the  recorded 
total  and  reconcile  periodically. 

(4)  Establish  general  ledger  control  accounts  for  equipment  and  record 
additions  and  deletions  on  a  current  basis. 

(5)  Take  a  complete  physical  inventory  annually  and  adjust  the  records 
accordingly. 

FUND  BALANCE 

The  $6,552  balance  of  the  protested  licenses  account  shown  on  Exhibit  B-l 
contains  an  amount  of  $338  from  an  undetermined  source  that  has  been  in  the  account 
since  prior  to  June  1963.   This  amount  should  be  identified  if  possible  and  properly 
disposed  of.   Records  should  be  established  to  adequately  account  for  amounts 
deposited  to  the  account  and  insure  that  proper  disposition  of  the  amounts  is  made 
on  a  timely  basis. 

RECOMMENDATION 

We  recommend  that  the  board: 

(1)  Attempt  to  determine  the  source  of  the  amounts  comprising  the 
balance  in  the  protested  licenses  account  in  the  federal  and 
private  grant  clearance  fund. 

(2)  Initiate  the  necessary  action  to  properly  clear  any  amounts  in 
the  account  for  which  settlement  is  not  currently  pending. 

(3)  Establish  a  subsidiary  ledger  for  the  account  so  that  its 


composition  can  be  determined  at  any  time. 
(4)   Clear  future  deposits  to  the  account  on  a  timely  basis. 
APPROPRIATION  EXPENDITURES 

Travel  Expense  Reimbursements 

Section  59-539,  R.C.M.  1947,  provides  that  the  amount  of  travel  per  diem 
allowances  where  less  than  one  full  day  is  involved  shall  be  computed  based  upon 
the  times  of  departure  and  return  and  that  the  day  shall  be  divided  into  quarters 
for  the  computation.   Numerous  instances  were  noted  during  our  audit  where  travel 
per  diem  payments  to  board  employees  were  made  in  excess  of  the  amount  provided 
for  in  the  law  based  upon  the  reported  time  of  departure  and/or  return.   Most  of 
these  instances  were  when  an  employee  was  paid  the  full  day  per  diem  rate  where 
he  should  have  received  a  lessor  amount.   Several  other  instances  were  noted  where 
the  times  of  departure  and/or  return  were  not  reported  on  the  travel  claim  thus 
preventing  verification  that  the  correct  amount  was  paid.   In  most  of  these  instances 
the  full  day  per  diem  rate  was  paid. 

Section  59-538,  R.C.M.  1947,  provided  for  reimbursement  of  travel  expenses 
to  state  employees  who  traveled  on  state  business  in  the  state  at  a  rate  of  S12 
per  day  and  out  of  the  state  at  $20  per  day  during  the  year  under  audit.   The  1969 
legislature  has  since  increased  these  rates  to  $13.50  and  $22.50  per  day  respectfully. 
Use  of  private  automobiles  on  state  business  has  remained  subject  to  reimbursement 
at  the  rate  of  9£  per  mile  under  the  provisions  of  section  59-801,  R.C.M.  1947. 

The  board  of  equalization  has  the  authority  under  sections  84-1803.1  and 
84-1838(b)  of  the  state  motor  fuel  tax  laws  to  audit  the  records  of  gasoline 
dealers  and  special  fuel  dealers  and  users  and  require  the  dealer  or  user  to 
bear  the  reasonable  cost  of  the  examination  by  board  employees.   The  board  has 
interpreted  "reasonable  cost"  to  mean  the  direct  travel  costs  of  the  employee 


and  has  established  the  following  fee  schedule: 

One  auditor   -   $25  per  day  or  fraction  thereof. 

Two  auditors  -   $40  per  day  or  fraction  thereof. 

Transportation  -  10c  per  mile 
Upon  collection  of  these  fees  by  the  board  they  are  deposited  to  the  board's 
revolving  fund  created  by  the  1967  appropriation  act. 

The  board  reimburses  its  motor  fuel  tax  auditors  for  out  of  state  travel 
at  the  rates  established  for  charging  the  motor  fuel  dealers  and  users  which 
is  at  rates  usually  higher  than  provided  for  by  sections  59-538  and  59-801. 
In  a  couple  of  instances  an  employee  was  reimbursed  for  travel  at  the  rate  of 
$25  per  day  while  in  state.   We  believe  the  motor  fuel  tax  auditors  should  be 
reimbursed  on  a  basis  that  is  consistent  with  that  used  for  other  state  employees 
which  is  the  rates  provided  for  in  sections  59-538  and  59-801. 

RECOMMENDATION 

We  recommend  that  the  board  revise  its  travel  claim  preparation  and  approval 
procedures  to  insure  that  the  claims  are  submitted  for  payment  in  accor- 
dance with  statute  provisions. 
Payroll 

During  the  1967-68  fiscal  year  the  board  was  still  on  the  manual  payroll 
system,  wherein  each  state  agency  computed  its  own  payroll.  Several  errors  of 
relatively  minor  amounts  were  noted  in  salary  calculations  and  payments  during 
the  year  when  payment  of  other  than  a  full  monthly  salary  was  due.  These  in- 
stances were  when  employees  were  on  leave  without  pay  for  part  of  the  month  or 
started  or  terminated  their  employment  during  the  month  and  on  vacation  termi- 
nation pay.   However,  the  board  has  since  gone  on  the  state  centralized  payroll 
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system  which  should  eliminate  such  calculation  errors  in  the  future. 

Some  mathematical  errors  of  small  amounts  were  noted  in  the  employees' 
vacation  and  sick  leave  records.   If  left  uncorrected,  this  could  result  in 
employees  being  shorted  or  given  too  much  time  off.   In  one  instance  it  did 
result  in  an  employee  being  paid  an  excessive  amount  of  vacation  termination 
pay.   A  simple  periodical  mathematical  check  of  the  records  would  avoid  such 
errors.   The  check  would  involve  adding  the  beginning  balance  and  credits 
earned  and  substracting  time  taken  off  during  the  period  which  should  result 
in  the  recorded  ending  balance. 

RECOMMENDATION 

We  recommend  that  the  board  at  least  annually  verify  the  mathematical 

accuracy  of  the  vacation  and  sick  leave  records  for  all  its  employees 
and  check  the  calculation  of  the  record  of  any  employee  before  pay- 
ment of  vacation  termination  pay  is  made. 
Appropriation  from  Earmarked  Revenue  Fund 

The  board  has  been  appropriated  amounts  from  the  highway  account,  aeronautics 
account,  and  state  equalization  aid  account  in  the  earmarked  revenue  fund.   The 
appropriations  are  made  from  these  accounts  in  order  that  they  will  be  charged  for 
the  board's  cost  of  collection  of  taxes  that  are  deposited  to  these  accounts.   The 
board  had  no  systematic  method  of  charging  these  accounts  during  the  1967-68  fiscal 
year.   Amounts  were  charged  arbitrarily  based  upon  the  assumption  that  the  appro- 
priated amounts  equaled  the  actual  cost  of  collection.   We  believe  that  the  board 
should  charge  these  accounts  based  upon  the  actual  cost  of  collection  in  order 
that  a  proper  matching  can  be  made  of  related  revenue  and  cost. 

RECOMMENDATION 

We  recommend  that  charges  by  the  board  to  earmarked  revenue  fund  accounts 


be  based  upon  actual  costs  determined  by  direct  iharging  known  direct 
charges  and  allocations  based  upon  a  sound  allocation  system  for  non- 
direct  charges. 
Revenue  Credited  As  Refund  to  Appropriation 

The  board  collects  fees  under  sections  84-732  and  733,  R.C.M.  1947,  for 
providing  copies  of  corporation  license  tax  and  income  tax  returns  and  certif- 
icates of  good  standing.   These  fees  are  deposited  into  the  board's  suspense 
account  where  they  remain  for  a  couple  of  years  before  they  are  transferred  to 
the  general  fund.   When  the  transfers  are  made,  they  are  credited  to  the  board's 
appropriation  from  the  general  fund  as  opposed  to  being  deposited  as  revenue. 
The  amount  involved  is  quite  small  ($318  in  1967-68)  but  it  has  caused  the  cashier 
division  problems  in  reconciling  the  suspense  account.   In  addition,  a  large  part 
of  the  cost  of  providing  this  service  is  the  employee's  time  which  is  alreadv 
included  in  the  board's  appropriation  for  personal  services.   Another  factor  is 
that  the  long  delay  in  transfer  results  in  the  amount  being  credited  to  an  appro- 
priation other  than  the  one  from  which  the  costs  were  paid. 
RECOMMENDATION 
We  recommend  that  the  board: 

(1)  Transfer  receipts  of  fees  collected  under  sections  84-732  and  733, 
R.C.M.  1947,  from  its  suspense  account  to  the  general  fund  on  a 
monthly  basis. 

(2)  Transfer  these  fees  into  the  general  fund  as  revenue  instead  of 
as  a  refund  to  the  board's  appropriation. 

Authority  to  Deduct  Expenses  from  Collections 

Sections  84-2412  and  84-3508,  R.C.M.  1947,  and  section  29  of  the  new  cigarette 
tax  law  provide  that  the  board  may  deduct  the  cost  of  administration  of  store 
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license  tax,  contractors'  gross  receipts  tax,  and  cigarette  tax  from  the  amounts 
collected  before  depositing  the  collections  to  the  applicable  fund.   The  board 
did  not  make  any  such  deductions  during  the  1967-68  fiscal  year.   However,  we 
believe  this  provision  should  be  deleted  from  these  laws  because  it  is  in  conflict 
with  the  state's  appropriation  laws  and  basic  budgeting  principles.   Once  a 
program  has  been  established  as  the  store  license  and  contractors'  gross  receipts 
tax  now  are,  adequate  provision  can  be  made  in  the  appropriation  acts  to  finance 
the  program  without  having  to  rely  upon  revenue  collections  for  financing. 

This  fact  is  recognized  in  the  new  cigarette  tax  law.   Both  the  old  (section 
84-5621)  and  new  (section  29)  cigarette  tax  laws  contain  a  similar  provision  for 
deducting  administrative  costs  from  cigarette  tax  collections.   However,  the  new 
law  contains  appropriation  provisions  as  follows:   "  .  .  such  sum  as  may  be  necessary 
to  comply  with  the  provisions  of  this  act  for  the  fiscal  biennium  ending  June  30, 
1971"  because  of  the  unknown  cost  of  administering  the  new  cigarette  tax  program 
and  "For  the  biennium  beginning  July  1,  1971,  and  each  year  thereafter,  there 
shall  be  appropriated  to  the  board  a  sum  deemed  justified  and  reasonable  to 
operate  the  board's  cigarette  enforcement  division  .  .  .".   Accordingly,  the 
provision  in  section  29  of  the  new  cigarette  tax  law  allowing  the  deduction  of 
collection  expense  will  no  longer  be  applicable  as  of  July  1,  1971. 

RECOMMENDATION 

We  recommend  that  the  board  request  the  1971  legislature  to  delete  the 

provisions  of  sections  84-2412  and  84-3508,  R.C.M.  1947,  and  section 
29  of  the  new  cigarette  tax  law  that  currently  allow  the  board  to 
deduct  operating  expenses  from  revenue  collections  prior  to  depositing 
the  collections  to  the  applicable  account. 
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REVENUE 

Revenue  Reporting 

The  state's  present  accounting  system  does  not  provide  for  the  publication 

of  a  statement  of  revenue  by  its  chief  financial  officer,  the  state  controller, 

or  a  reconciliation  of  revenue  as  recorded  by  the  controller  with  that  recorded 

by  the  collecting  agency.   There  is  in  the  system,  however,  a  report  prepared 

which  is  used  by  interested  state  officals — the  controller,  budget  director, 

legislative  auditor,  legislators,  etc.   This  report  entitled  "Report  of  Income 

by  Receipt  Source"  lists  revenue  collections  (as  recorded  on  the  controller's 

records)  by  type  for  the  fiscal  year.   This  report  is  used  by  the  budget  director 

as  a  source  for  inclusion  in  the  biennium  executive  budget  of  a  schedule  of 

actual  and  projected  revenue  collections  and  by  the  legislative  assembly  as  a 

basis  for  projecting  estimated  revenue. 

For  the  year  ended  June  30,  1968,  the  report  of  income  by  receipt  source 

as  prepared  by  the  state  controller  differed  from  the  revenue  that  was  collected 

and  reported  by  the  board  of  equalization  in  the  amount  of  $3,132,199  as  follows: 

Per  records  of 
Revenue  Board  of      State 

Classification  Equalization  Controller  Difference 

Gasoline  tax  $24,477,279  $22,181,500  $2,295,779 

Telephone  license  tax  505,338  502,384  2,954 

Cigarette  license  tax  6,173,943  5,944,422  229,521 

Corporation  license  tax  7,328,704  7,500,170  (171,466) 

Income  tax  29,573,651  28,815,466  758,185 

Contractors  gross  receipts  tax      699,269  682,043  17,226 

Other  4,216,674  4,216,674  -0- 

Total  $72,974,858  $69,842,659  $3,132,199 
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Most  of  the  differences  is  a  matter  of  the  timing  of  recording  of  deposits — 
e.g.  the  board  collected  and  recorded  in  June  but  not  recorded  by  the  controller 
until  July.   We  believe  these  circumstances  and  generally  accepted  accounting 
principles  justify  implementation  of  the  following  recommendations. 

RECOMMENDATION 

We  recommend  that  the  state  controller  provide  in  the  state  accounting 
system  for: 

(1)  The  preparation  of  statements  of  revenue  by  the  collecting 
state  agency. 

(2)  Reconciliation  of  the  revenue  by  source  or  type  as  recorded  by 
the  controller  with  that  recorded  by  the  agency. 

(3)  Adjustment  of  the  incorrect  record  prior  to  preparation  of  the 
official  revenue  statement. 

Penalties  and  Interest 

The  acts  establishing  most  state  taxes  include  provision  for  the  assessment 
of  penalties  and  interest  charges  for  late  tax  payments.   Numerous  instances  were 
noted  where  tax  payments  were  received  substantially  late  without  the  applicable 
penalty  and  interest  charges  being  assessed  by  the  board.   These  instances  were 
noted  among  the  following  classifications  of  revenue: 

Cement  dealers 

Coal  dealers 

Coal  mining  companies 

Telephone  companies 

Telegraph  companies 

Freight  line  companies 


■20- 


Natural  gas  distributing  companies 

Special  fuel — diesel 

Oil  production 
Some  of  the  companies  paying  the  taxes  are  consistently  late  with  their  payments. 
The  board  corresponds  with  some  companies  to  notify  them  each  quarter,  etc.  that 
their  tax  is  due  without  referring  to  penalty  and  interest  provisions.   Some 
companies  that  are  required  to  file  quarterly  hold  their  taxes  and  pay  annually. 

One  instance  was  noted  where  a  freight  line  company  was  granted  an  extension 
by  the  board  to  pay  the  freight  line  company  taxes  due  for  1967  without  any 
penalty  being  assessed.   The  law  makes  no  provision  for  granting  extentions  for 
payment  of  this  tax  and  section  84-4823,  R.C.M.  1947,  provides  that  a  10%  penalty 
shall  be  charged  if  the  tax  is  not  paid  on  time.   The  amount  of  the  penalty,  had 
it  been  assessed,  would  have  been  $2,800. 

Legislation  enacted  in  1969  provides  that  effective  July  1,  1969,  the  board 
is  authorized  to  waive  the  penalty  requirement  for  late  filing  and  payment  of 
oil  production  fees  if  sufficient  cause  is  demonstrated.   No  similar  provision 
was  enacted  for  other  taxes  administered  by  the  board.   We  believe  the  board 
should  strive  for  consistency  as  to  the  assessment  of  penalty  and  interest  among 
the  various  classifications  of  revenue  that  it  administers.   One  method  currently 
in  use  by  the  board  that  appears  to  work  very  well  is  that  used  in  administering 
the  corporation  license  tax  law.   Corporations  are  required  to  file  a  return  and 
pay  the  tax  on  time.   However,  in  many  instances  they  do  not  have  the  necessary 
information  to  complete  the  return  and  compute  the  actual  tax  due  by  the  due  date. 
So  they  make  an  estimate  and  pay  it  by  the  due  date.   After  computation  of  the 
actual  tax  at  a  later  date,  if  the  corporation  overestimated  the  tax  due,  it  will 
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receive  a  refund  from  the  board.   If  the  estimated  tax  paid  was  insufficient, 
the  corporation  pays  the  excess  plus  the  applicable  penalty  and  interest  on  the 
excess.   This  might  be  a  method  the  board  could  adopt  for  the  payment  of  other 
taxes  that  it  administers  where  the  taxpayer  is  in  need  of  more  time  to  determine 
the  amount  due. 

RECOMMENDATION 

We  recommend  that  the  board  require  timely  payments  of  taxes  administered 
by  the  board  and  assess  the  penalties  and  interest  prescribed  by  law 
when  payments  are  not  made  on  time. 
The  board's  present  accounting  and  financial  reporting  system  does  not 
provide  for  showing  of  collections  of  penalties  and  interest  separate  from  the 
taxes  to  which  they  are  applicable.   It  would  seem  that  this  information  would 
be  of  interest  to  the  board  members  and  to  readers  of  the  board's  financial 
statements. 

RECOMMENDATION 

We  recommend  that  the  board  consider  the  merits  of  revising  its  accounting 
and  financial  reporting  system  to  break  out  and  show  separately  the 
amount  of  penalties  and  interest  collected  by  the  type  of  tax. 
Accountability  of  Documents 

The  control  over  the  documents  issued  to  the  taxpayer  (licenses,  permits, 
etc.)  by  the  board  needs  to  be  improved.   In  many  instances  the  present  system 
provides  for  a  different  type  of  printed  form  for  each  type  fee.   The  form  is 
not  prenumbered  but  may  be  assigned  a  number  by  the  board  upon  issuance.   This 
was  particularly  noted  with  motor  fuel  tax  documents. 

Adequate  accountability  over  these  document  forms  could  be  established  by 
having  them  prenumbered  at  the  time  they  are  printed  and  accounting  for  the 
documents  by  this  number.   For  example,  if  10,000  licenses  of  a  certain  type 
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are  to  be  ordered,  they  would  be  prenumbered  consecutively  with  a  scries  o\ 
numbers  such  as  00001-10,000.   Then  at  any  time  during  their  use,  these  10,000 
licenses  would  ordinarily  have  been  sold,  unused  and  intact  on  hand,  or  voided 
with  the  original  on  hand  and  so  marked. 

Another  control  feature  of  this  type  of  document  accountability  is  that 
revenue  collections  can  be  verified  if  the  license  series  sells  for  one  specified 
fee.   This  is  done  by  taking  the  last  number  sold  during  a  period  less  the  last 
number  sold  during  the  preceding  period  less  any  properly  voided  documents  times 
the  license  fee.   The  result  should  be  the  revenue  collections  during  the  period 
for  the  type  of  revenue  for  which  the  document  is  issued. 

RECOMMENDATION 

We  recommend  that  all  licenses,  permits,  certificates,  and  receipts  issued 

by  the  board  be  prenumbered  at  the  time  of  printing  to  provide  adequate 
accountability  of  these  documents. 
Motor  Fuel  Dealer  Bonds 

Motor  fuel  tax  statute  section  1833(4),  R.C.M.  1947,  provides  that  special 
fuel  dealers  and  users  shall  furnish  bonds  prior  to  the  issuance  of  their  special 
fuel  dealer's  license  and  special  fuel  user's  license.   The  section  further  pro- 
vides that  the  amount  of  the  bonds  shall  be  equivalent  to  twice  the  estimated 
monthly  tax  payments  but  not  less  than  $500  for  a  special  fuel  user  and  $1,000 
for  a  special  fuel  dealer.   We  noted  during  our  examination  that  some  of  the 
users  and  dealers  were  not  bonded  for  sufficient  amounts  to  comply  with  this 
statute  provision.   Some  examples  are: 

One  Month's  Amount 
Company  // Tax   of  Bond 

1  $2,983      $2,000 

2  7,025       8,000 

3  8,025       5,000 

4  3,516        500 
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RECOMMENDATION 

We  recommend  that  the  board  review  the  present  bonds  on  file  under  the 
provisions  of  motor  fuel  tax  statutes,  require  the  amounts  to  be 
increased  where  necessary  to  comply  with  these  provisions,  and  establish 
a  periodical  review  schedule  in  order  to  maintain  the  amounts  at  the 
required  level. 
Aviation  Gasoline  License  Tax 

It  appears  that  the  highway  commission  account  in  the  earmarked  revenue 
fund  received  approximately  $10,000  of  gasoline  license  taxes  during  the  1967- 
69  biennium  that  should  have  been  deposited  to  the  aeronautics  commission  account. 

Section  1-501,  R.C.M.  1947,  provides  that  lc  per  gallon  out  of  the  amount 
per  gallon  of  gasoline  license  tax  used  for  the  operation  of  aircraft  shall  be 
deposited  in  the  earmarked  revenue  fund,  aeronautics  commission  account.   The 
section  further  provides  that  no  part  of  the  l£  per  gallon  is  subject  to  refund 
under  the  provisions  of  section  84-1818.   Section  84-1818  provides  that  gasoline 
used  for  non-highway  purposes  is  subject  to  refund.   Accordingly,  taxes  paid 
on  gasoline  used  in  aircraft  may  be  refunded  excepting  10  per  gallon. 

Section  84-1801.1  provided  that  during  the  1967-69  biennium,  gasoline  was 
taxable  at  the  rate  of  6.5c  per  gallon  (raised  to  7<?  per  gallon  effective  July  1, 
1969) .   Provision  is  further  made  that  "In  making  the  computation  of  license 
tax  due  and  in  making  payment  thereof,  two  per  cent  (2%)  of  the  first  six  cents 
(6c)  of  such  tax  shall  be  deducted  by  the  dealer  as  an  allowance  for  evaporation 
and  other  loss  of  gasoline  handled  by  such  dealer."   Thus,  in  effect,  the  statutes 
provide  that  the  state  collects  6.38c   for  each  gallon  of  gasoline  distributed 
in  the  state. 

The  board  during  the  1967-69  biennium,  in  effect,  made  refunds  of  taxes 
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on  gasoline  used  for  aviation  at  the  rate  of  5.39c  upon  the  amount  of  gallons 
for  which  taxes  were  paid.   This  rate  is  computed  at  the  rate  refunded  to  the 
purchaser  (5.5c)  less  the  2%  evaporation  allowance.   Accordingly,  the  board 
collects  a  net  of  0.99c  for  aviation  gasoline  (6.38c  -  5.39c). 

For  gasoline  taxes  collected  during  the  1967-69  biennium,  the  board  has 
made  transfers  to  the  aeronautics  commission  account  at  the  rate  of  0.98c  per 
gallon  of  gasoline  used  for  aviation  pruposes.   This  rate  is  computed  by  taking 
the  lc  per  gallon  less  the  2%  evaporation  allows. 

The  net  result  is  that  the  board  received  0.01c  per  gallon  of  gasoline  used 
in  aviation  more  than  it  transferred  to  the  aeronautics  commission  account.   For 
the  1967-69  biennium,  the  total  amount  involved  was  approximately  $10,000  and 
this  amount  was  transferred  to  the  highway  commission  account  in  the  earmarked 
revenue  fund. 

Based  upon  our  findings  the  director  of  the  board's  motor  fuel  division 
requested  and  received  an  opinion  from  the  board's  tax  counsel  as  to  the  effect 
the  increase  in  the  gasoline  license  tax  rate  to  7c  per  gallon  effective  July  1, 
1969,  will  have  upon  future  allocations  to  the  aeronautics  commission  account. 
The  opinion  is  that  no  evaporation  allowance  factor  will  be  used  in  computing 
future  allocations  to  the  aeronautics  commission  account. 

However,  the  disposition  of  the  deficiency  of  allocation  to  the  aeronautics 
commission  account  for  the  1967-69  biennium  has  not  yet  been  determined. 

RECOMMENDATION 

We  recommend  that  the  board  obtain  any  legal  determination  that  may  be 
necessary  to  resolve  the  apparent  deficiency  of  allocations  to  the 
aeronautics  account  during  the  1967-69  biennium  and  make  a  determination 
as  to  the  disposition  of  the  amounts  involved. 
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Inheritance  Tax 

There  are  two  statutory  provisions  that  require  the  involvement  of  the 
state  treasurer  in  the  accounting  for  inheritance  taxes.   These  two  sections 
of  law  which  we  believe  should  be  revised  are: 

(1)  Section  91-4437,  R.C.M.  1947,  provides  that  a  copy  of  the  district 
court's  final  order  determining  tax  shall  be  transmitted  to  the 
state  treasurer  as  well  as  to  the  county  treasurer, the  administrator 
or  executor,  and  the  state  board  of  equalization.   This  report  serves 
no  useful  purpose  to  the  state  treasurer  and  the  law  should  be  re- 
vised to  permit  the  court  to  discontinue  mailing  that  office  a  copy. 

(2)  Section  91-4415,  R.C.M.  1947,  provides  that  if  an  inheritance  tax 

is  paid  to  the  county  treasurer,  said  treasurer  shall  make  triplicate 
receipts  of  such  payment,  one  of  which  he  shall  immediately  send  to 
the  state  treasurer,  whose  duty  it  shall  be  to  charge  the  county 
treasurer  so  receiving  the  tax  with  the  amount  thereof;  another  copy 
of  the  receipt  is  given  to  the  estate  administrator,  and  one  copy  is 
retained  on  file.   We  believe  the  copy  of  the  receipt  being  forwarded 
to  the  state  treasurer  should  be  routed  instead  to  the  state  board  of 
equalization.   Under  the  present  system,  the  state  treasurer  maintains 
an  accounting  record  of  all  taxes  received  by  estate  and  by  county  and 
in  addition,  the  state  treasurer  accounts  for  the  prenumbered  county 
treasurer  inheritance  tax  receipt  forms.   The  accounting  records 
maintained  by  the  state  treasurer  partially  duplicate  records  presently 
maintained  by  the  board.   We  believe  that  the  tax  administration  and 
related  accounting  records  should  be  centralized  in  one  state  agency. 
Since  the  state  treasurer's  duties  relate  primarily  to  that  of  custodian 
of  the  state's  cash  and  the  board  of  equalization's  prime  duty  is  tax 
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administration,  we  believe  the  record-keeping  for  inheritance  taxes 
should  be  consolidated  in  the  board. 

RECOMMENDATION 

We  recommend  that  present  statutes' be  revised  to  permit  the  state  treasurer 
to  discontinue  his  record-keeping  duties  regarding  inheritance  taxes 
and  that  these  duties  be  transferred  to  the  board  of  equalization. 

Exhibit  C  of  this  report  shows  inheritance  tax  revenue  for  the  fiscal  year 
ended  June  30,  1968,  as  being  a  minus  $2,081.   This  amount  represents  the  excess 
of  refunds  made  by  the  board  over  the  amount  of  inheritance  taxes  collected 
directly  by  the  board  through  its  cashiering  division.   The  vast  majority  of  the 
inheritance  tax  collections  by  the  state  are  made  by  the  state  treasurer  and  are 
not  recorded  in  the  board's  annual  revenue  statement  even  though  the  board  is 
responsible  for  administering  the  state  inheritance  tax  laws.   We  believe  the 
board's  financial  statements  should  include  the  financial  results  of  operations 
of  any  activity  which  the  board  administers. 

The  board  in  their  twenty-third  biennial  report  reported  that  inheritance 
tax  collections  for  the  fiscal  year  ending  June  30,  1968,  were  $2,875,722.   This 
figure  is  not  the  amount  of  inheritance  taxes  collected  by  the  board  for  that 
period  but  rather  the  total  amount  collected  for  that  period  by  the  collective 
counties  of  the  state.   Most  of  the  inheritance  taxes  are  collected  by  the 
counties  and  then  remitted  on  to  the  state.   However,  there  is  a  one-month  lag 
between  the  time  the  county  collects  the  tax  and  the  time  the  tax  is  forwarded 
to  the  state  and  this  is  the  reason  for  the  difference  between  what  the  counties 
collect  and  what  the  state  collects  for  any  one  period.   The  actual  inheritance 
taxes  collected  by  the  state  for  the  1967-68  fiscal  year  was  $2,976,067.   It  is 


this  amount,  we  believe,  that  should  be  shown  on  the  board's  financial  statements 
and  in  their  biennial  report.   We  believe,  in  addition,  that  the  board  in  their 
financial  reports  should  broaden  the  information  shown  to  include  gross  tax 
collections,  adjustments  to  gross,  and  the  net  collections,  rather  than  just 
net  collections  as  they  currently  report.   For  instance,  if  an  inheritance  tax 
is  paid  within  eighteen  months  after  the  date  of  death,  a  5%  discount  is  per- 
mitted by  the  state  (section  91-4418,  R.C.M.  1947);  likewise,  if  the  inheritance 
tax  due  is  not  paid  within  the  eighteen  month  period,  the  state  assesses  a 
10%  penalty  (6%  in  special  cases) .   We  estimated  that  the  amount  of  the  dis- 
counts allowed  for  the  1967-68  fiscal  year  was  approximately  $150,000  and  that 
the  penalties  assessed  for  that  same  period  would  be  about  $25,000.   We  believe 
that  this  information  should  be  collected  and  reported  by  the  board  in  their 
financial  reports  for  possible  use  by  the  legislature  or  the  board  itself  in 
their  evaluation  of  the  monetary  implications  of  these  provisions . of  the 
inheritance  tax  laws.   We  suggest  the  board  report  such  information  in  a  manner 
similar  to  the  following: 

Inheritance  tax  collections  during  the  1967-68  fiscal  year: 

Total  taxes  assessed  $3,108,369* 

Less  discounts  allowed  (150,000)* 

Add  interest  on  delinquent  payments  25,000* 

Net  tax  collections:- 

Collected  by  state  treasurer  $2,978,148 

Collected  by  board  of  equalization    5,221    2,983,369 

Less  refunds  paid  by  board  (7 ,302) 

Net  deposit  to  general  fund  $2,976,067 

*  represents  estimates 
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RECOMMENDATION 

We  recommend  that  the  board  report  in  its  annual  financial  statements 
inheritance  tax  collections  in  a  manner  similar  to  the  foremat 
described  in  the  above  paragraph. 

Section  91-4423,  R.C.M.  1947, states  that  prior  to  the  issuance  of  a  decree 
by  the  court  determining  the  inheritance  tax,  the  board  of  equalization  shall, 
based  on  reports  filed  with  the  board,  issue  a  certificate  stating  the  amount 
of  inheritance  tax  that  is  due  the  state  from  the  estate  involved.   At  this 
point  the  board  has  determined  that  there  is  an  inheritance  tax  due  the  state 
and  accordingly  so  records  the  amount  due  on  its  detail  records.   However,  the 
board  does  not  maintain  a  control  account  over  the  amount  of  these  inheritance 
tax  accounts  receivable  (we  estimated  the  balance  to  be  in  excess  of  $1,000,000 
as  of  May  21,  1969)  nor  is  the  amount  due  reflected  on  their  financial  reports. 
Under  the  present  system,  the  board  cannot  determine  to  which  estate  current 
taxes  received  are  applicable  until  it  receives  the  respective  counties  quarterly 
reports.   However,  if  a  copy  of  the  county  treasurer  inheritance  tax  receipt 
were  forwarded  to  the  board  as  we  have  recommended,  the  board  will  have  the 
information  needed  for  maintaining  its  accounts  receivable  control  and  sub- 
sidiary accounts  on  a  current  basis.   Pending  the  enactment  of  the  necessary 
statutory  revisions,  the  state  treasurer's  office  has  offered  to  pass  on  its 
copies  of  the  county  treasurer  inheritance  tax  receipts  to  the  board.   This  will 
permit  the  board  to  establish  an  acceptable  system  to  account  for  inheritance 
taxes  receivable. 

RECOMMENDATION 

We  recommend  that  a  control  account  be  set  up  for  inheritance  tax  accounts 
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receivable  and  that  it  be  recorded  in  the  board's  general  accounting 
system  subject  to  the  monthly  postings  and  periodical  reconciliations 
with  the  detail  as  we  have  recommended  for  all  the  board's  accounts 
receivable. 

As  we  have  noted,  the  state  permits  the  inheritance  taxpayer  to  deduct 
5%  from  the  tax  due  for  timely  payment  (within  eighteen  months  of  the  decedent's 
death) .   The  only  apparent  reason  for  permitting  the  discount  is  to  encourage 
early  payments  of  or  advances  on  inheritance  tax  thus  assuring  the  state  receipt 
of  its  proper  tax  and  providing  the  state  use  of  the  money  at  an  early  date. 
However,  the  present  system  does  not  require  that  the  state  receive  the  95% 
advance  payments  once  they  are  made  by  the  taxpayer.   The  state  often  doesn't 
receive  its  payment  for  months  or  even  years  after  it  has  been  paid  by  the  tax- 
payer.  The  reason  is  that  the  payment  is  deposited  into  a  county  trust  fund 
pending  a  final  determination  of  the  tax  by  the  district  judge.   This  determina- 
tion is  often  not  made  for  an  extended  period  of  time  due  to  a  number  of  factors- 
i.e.  litigation,  difficulty  in  locating  assets,  determination  of  heirs,  etc. 

Confirmation  requests  obtained  from  fifty-two  of  the  state's  fifty-six 
counties  indicated  that  $1,337,720  in  state  inheritance  tax  advance  deposits 
were  on  hand  in  the  trust  funds  of  the  reporting  counties  as  of  April  1969. 
Some  of  these  payments  have  been  on  deposit  in  the  county  trust  funds  as  far 
back  as  1939. 

The  5%  discount  allowed  by  the  state  on  the  early  payment  of  these  taxes 
approximates  $70,000  yet  the  state  has  not  had  the  benefit  of  the  use  of  the 
deposits.   We  estimate  that  the  state,  through  its  regular  investment  program 
would  have  earned  approximately  $100,000  (at  5%)  in  interest  on  the  above  funds 
had  the  payments  been  remitted  to  the  state  as  collected. 
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If  these  advance  payments  were  forwarded  to  the  state  as  collected,  the 
board  might  have  to  process  more  refunds  than  under  the  present  system.   However, 
we  believe  the  advantages  of  having  the  funds  available  for  use  and  having  the 
complete  information  as  to  the  status  of  all  inheritance  tax  assessments  out- 
weigh the  disadvantages  of  any  additional  refunds  the  board  might  have  to  process. 
RECOMMENDATION 

We  recommend  that  present  laws  be  revised  to  provide  that  all  inheritance 
taxes  received  by  the  counties  whether  based  on  advance  estimates  or 
final  determinations  be  required  to  be  remitted  to  the  state  monthly. 
Store  License  Tax 

Section  84-2404,  R.C.M.  1947,  provides  that  store  licenses  shall  expire  on 
December  31  each  year  and  that  applications  for  renewal  shall  be  made  to  the 
board  by  January  1.   The  section  further  provides,  however,  that  the  licenses 
do  not  lapse  prior  to  March  1  and  that  the  license  fee  will  be  doubled  if  a 
renewal  application  has  not  been  made  by  March  1. 

We  believe  the  provisions  establishing  March  1  as  a  cutoff  date  for  lapsing 
of  licenses  and  assessment  of  penalties  on  revewal  applications  should  be  changed 
to  January  1  for  the  following  reasons: 

(1)   The  present  system  lends  itself  to  causing  store  owners  to  make  late 
payments  with  the  result  that  penalties  are  then  added  to  the  license 
tax.   This  is  because  the  board,  in  early  December,  mails  out  the 
applications  for  the  new  year,  but  the  store  owner,  knowing  he  has 
until  March  1  to  return  the  application,  lays  it  aside  for  later 
reference  or  forgets  to  file  it  entirely  until  again  contacted  by 
the  board  sometime  after  March  1,  at  which  time  the  board  must  assess 
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the  prescribed  penalty. 

(2)   Through  the  use  of  the  computer,  the  board  compares  the  licenses 
issued  in  each  new  year  to  those  issued  the  previous  year.   From 
this  comparison,  a  "delinquency"  listing  is  obtained  on  which  are 
listed  all  store  owners  who  obtained  a  license  the  year  before 
but  who  have  not  obtained  a  license  for  the  current  year.   This 
procedure  serves  as  a  valuable  tool  in  the  area  of  store  license 
tax  enforcement.   However,  because  applications,  by  law,  are  con- 
sidered timely  up  to  March  1,  the  computer  listing  cannot  be  made 
until  around  April  1.   If  the  license  taxes  were  required  to  be 
paid  by  January  1,  the  computer  listing  should  be  available  for 
use  by  February  1.   This  would  give  the  board's  store  license 
staff  an  additional  two  months  to  work  on  store  license  compliance 
procedures.   The  compliance  area  definitely  needs  to  be  strengthened 
because  the  board  has  determined  through  outside  reference  sources, 
and  our  audit  tests  have  verified,  that  there  are  a  relatively  large 
number  of  unlicensed  stores. 

RECOMMENDATION 

We  recommend  that  the  statutes  be  revised  to  require  that  store  licenses 
shall  lapse  on  January  1  rather  than  March  1  of  each  calendar  year. 

As  a  result  of  our  review  of  the  store  license  tax  records,  we  believe 
that  the  board  should  consider  the  following  procedural  changes: 

(1)   Store  license  tax  receipts  are  being  forwarded  to  the  store  license 

tax  section  prior  to  being  recorded  and  accounted  for  in  the  cashier's 
office.   We  found  that  certain  other  tax  monies  were  being  removed  from 


the  cashier's  office.   Effective  cash  control  demands  that  all  money 
be  accounted  for  in  the  cashier's  office  before  being  forwarded  to 
any  other  division  and  then  only  in  rare  circumstances  should  money 
be  permitted  to  be  passed  on  to  another  unit  and  thus  left  undeposited 
at  the  close  of  a  day. 

(2)  Computer  listings  showing  the  amount  of  the  store  licenses  issued 
are  not  compared  to  the  cash  collected  as  shown  on  the  cashier's 
report.   Such  a  reconciliation  would  serve  as  a  valuable  management 
control  tool  for  assurance  that  all  cash  is  properly  accounted  for. 

(3)  The  store  license  tax  field  auditor,  in  his  compliance  auditing, 
works  from  two  "delinquency"  lists.   One  is  the  printout  of  the 
licenses  that  were  issued  the  preceding  year  but  not  for  the  current 
year  and  the  other  is  a  manually  prepared  list  of  businesses  that  the 
store  license  clerk  has  determined  through  various  other  reference 
sources  do  not  have  current  store  licenses.   Because  of  the  limited 
staff  available  for  compliance  auditing,  accurate  written  records 
should  be  maintained  of  the  final  disposition  of  their  efforts  as  it 
affects  each  store  on  these  listings  to  provide  assurance  that  none 
of  the  accounts  are  overlooked  and  that  the  work  done  on  each  account 
will  not  be  repeated  needlessly.   Permanent  written  notations  should 
be  made  on  the  permanent  file  copy  of  these  listings.   Examples  of 
the  type  of  information  that  should  be  recorded  are:   amount  of  tax 
collected  and  license  number  issued  if  applicable,  or  store  out  of 
business,  etc.,  as  well  as  the  date  such  entries  are  made. 

(4)  The  board  relies  heavily  on  the  store  license  tax  field  auditor  for 
follow-up  collection  procedures  on  those  stores  located  in  metropolitan 
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areas  that  are  on  the  "delinquency"  listing.   We  believe  that  substantial 

collections  could  be  realized  coupled  with  a  saving  in  the  time  and 
expense  of  field  auditing  if  correspondence  regarding  these  delinquencies 
were  initiated  by  the  store  license  tax  clerk.   It  would  appear  to  us 
that  a  written  reminder  to  the  store  owner  that  the  tax  is  due  would,  in 
many  cases,  result  in  the  remittance  of  the  tax  to  the  state  without 
necessitating  any  field  audit  follow-up. 

RECOMMENDATION 

We  recommend  that: 

(1)  All  store  license  tax  and  other  collections  be  recorded  and  accounted 
for  in  the  cashier's  office  prior  to  deposit  or  other  disposition. 

(2)  Computer  listings  of  licenses  issued  be  reconciled  to  cash  collected 
as  reported  on  the  cashier's  report  both  monthly  and  yearly  by 
applicable  license  year. 

(3)  More  formal  written  records  be  maintained  of  the  action  taken  and  final 
disposition  of  the  accounts  appearing  on  the  delinquency  listings. 

(4)  Further  emphasis  be  placed  on  initiating  by  correspondence  the 
collection  of  delinquent  accounts. 

Contractors'  Gross  Receipts  Tax 

Present  statutes  do  not  require  that  a  penalty  be  assessed  if  the  gross 
receipts  taxes  withheld  by  contractors  are  not  remitted  on  a  timely  basis  to 
the  board  of  equalization.   We  believe  that  such  a  provision  should  be  enacted 
for  use  by  the  board  as  needed,  for  proper  enforcement  of  this  act.   It  is 
important  that  these  taxes  be  received  timely  by  the  board  because  credits  are 
allowed  against  personal  property,  income,  and  corporation  license  taxes  paid 
by  the  contractor.   These  credits  cannot  be  allowed  unless  the  applicable 


contractor's  gross  receipts  taxes  have  already  been  received. 

RECOMMENDATION 

We  recommend  that  an  appropriate  penalty  be  provided  for  in  the  law  for  use 
by  the  board  in  the  event  contractors  fail  to  make  timely  remittances 
of  contractor's  gross  receipts  taxes. 
Oil  Production  License  Tax 

Several  errors  were  observed  in  the  calculation  of  oil  production  license 
taxes  on  quarterly  reports  submitted  by  oil  producers.   Some  of  the  errors  are 
straight  mathematical  errors.   In  several  instances  more  than  one  company  claimed 
the  450  barrel  per  well  provision  at  the  lower  tax  rate  for  the  same  well  where 
there  is  joint  ownership  but  separate  payment  of  taxes  or  when  wells  were  sold 
during  a  quarter.   Other  instances  were  noted  where  the  reports  did  not  contain 
sufficient  information  to  show  how  the  calculation  of  the  tax  was  made.   In 
addition,  several  other  questionable  items  appeared  on  the  quarterly  reports  for 
which  the  records  do  not  show  that  the  board  made  any  inquiry. 

The  board  relies  to  a  large  extent  upon  the  oil  and  gas  conservation 
commission  for  verification  of  the  reported  number  of  barrels  of  oil  produced. 
The  board  has  a  quarterly  report  prepared  listing  the  reported  number  of  barrels 
produced  by  each  oil  producer  within  each  oil  field.   A  copy  of  this  report  is 
forwarded  to  the  oil  and  gas  conservation  commission  for  comparison  with  their 
records  of  oil  production.   The  board's  classification  of  oil  fields  is  not 
current  and  as  a  result,  considerable  difficulty  can  be  encountered  in  reconciling 
the  board's  report  with  the  records  of  the  oil  and  gas  conservation  commission. 
It  is  sometimes  several  months  before  the  commission  completes  its  verification. 

The  average  price  per  barrel  of  oil  sold  is  an  integral  part  of  the  cal- 
culation of  the  oil  production  license  tax.   Presently,  the  board  makes  no 
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verification  of  the  average  price  as  reported  by  the  oil  producers.   We  believe 
that  a  verification  of  the  reported  average  price  is  essential  to  provide 
assurance  that  the  proper  tax  is  paid. 

We  believe  the  board  should  consider  and  confer  with  the  oil  and  gas 
conservation  commission  as  to  the  desirability  of  transferring  the  duties  of 
administering  and  collecting  the  oil  production  license  tax  program  to  the  oil 
and  gas  conservation  commission  and  possibly  recommending  legislation  to 
accomplish  the  transfer.   The  advantages  are  apparent — the  commission's  prime 
function  is  administering  the  production  and  handling  of  oil  and  gas  within 
Montana.   The  commission  is  in  constant  contact  with  the  oil  industry  and  the 
commission  has  field  representatives  that  verifies  production  and  would  be 
familiar  with  the  average  prices  of  oil  whereas  the  board's  staff  has  no  contact 
with  the  oil  industry  other  than  collection  of  the  oil  production  license  tax. 
For  the  1967-68  fiscal  year,  the  oil  and  gas  conservation  commission  reported 
revenue  collections  of  $243,163  whereas  the  board  had  collections  of  oil  pro- 
duction license  tax  fees  of  $2,255,918. 

RECOMMENDATION 

We  recommend  that  the  board: 

(1)  Consider  and  confer  with  the  oil  and  gas  conservation  commission  as  to 
the  advantages  of  transferring  the  board's  duties  associated  with  the 
administration  and  collection  of  the  oil  production  license  tax  to  the 
commission  and,  if  in  concurrence,  recommend  that  appropriate  legislation 
be  introduced  at  the  next  legislative  session  to  accomplish  the  transfer 
of  duties. 

(2)  Work  with  the  oil  and  gas  conservation  commission  in  order  to: 

(a)   Establish  detail  written  instructions  as  to  the  preparation  of 
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the  quarterly  oil  production  license  tax  report,  verify  the 
calculations  when  the  returns  are  filed,  and  charge  or  give  credit 
for  miscalculations. 

(b)  Update  the  board's  classification  system  as  to  oil  fields  to  be 
on  the  same  basis  as  that  of  the  commission. 

(c)  Establish  a  procedure  for  verification,  at  least  on  a  test  basis, 
of  the  reported  average  price  per  barrel  used  in  calculating  the 
oil  production  license  tax. 

Field  Auditing 

The  board's  program  for  verification  of  the  various  license  taxes  and  other 
miscellaneous  taxes  it  collects  is  weakened  by  the  fact  that  most  of  the  verifi- 
cation work  is  done  in  the  office.  The  board's  field  audit  program  (examination 
of  a  taxpayer's  records  supporting  the  taxpayer's  report  of  tax  due)  for  the 
miscellaneous  revenue  classifications  is  very  limited.  In  the  office  sufficient 
information  most  often  isn't  available  to  determine  that  the  proper  tax  was  paid. 
A  lot  of  questions  can  be  raised  by  an  examination  of  the  monthly,  quarterly,  or 
annual  reports  in  the  office  that  can't  be  adequately  answered  by  correspondence 
or  a  telephone  conversation. 

An  example  of  the  results  that  can  be  obtained  from  having  a  field  audit 
program  is  demonstrated  by  the  board's  motor  fuel  tax  auditing  staff.   The  board's 
records  indicate  that  the  field  staff  has  recently  had  a  tax  recovery  rate  of 
about  $1,000  per  man  week  while  in  the  field.   Because  of  the  limited  staff  of 
the  motor  fuel  division,  these  field  auditors  are  also  required  to  do  a  sub- 
stantial amount  of  office  auditing.   In  the  verification  process  for  gasoline 
refund  claims,  the  board's  records  indicate  that  the  auditors  have  recently  been 
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able  to  reduce  the  refund  payment  below  the  amount  claimed  for  refund  In  about 
80%  of  the  claims.   The  board  was  authorized  two  additional  motor  fuel  tax 
auditors  for  the  1969-71  biennium.   It  would  appear  that  a  stepped  up  audit 
program  for  motor  fuel  taxes  above  the  presently  authorized  level  might  well  be 
warranted. 

As  previously  noted,  the  results  of  the  motor  fuel  tax  field  audit  program 
is  a  good  example  of  some  direct  benefits  to  the  state.   It  is  difficult  to 
measure  the  additional  amount  the  state  is  receiving  in  motor  fuel  taxes  because 
companies  know  they  are  subject  to  audit  above  what  it  would  be  if  there  were 
no  field  audit  program.   Similarly,  it  is  not  known  how  much  the  state  might 
not  be  receiving  in  the  other  tax  classifications  where  there  is  no  field  auditing. 

RECOMMENDATION 

We  recommend  that  the  board  consider  the  merits  of  initiating  a  field 

audit  program  for  its  miscellaneous  revenue  classifications  and  of 
increasing  the  capacity  of  its  motor  fuel  tax  audit  program. 
CONCLUSION 

All  of  the  recommendations  contained  in  this  report  have  been  discussed 
with  the  director  of  the  division  of  administration  who  is  also  secretary  to  the 
board.   We  have,  in  addition,  discussed  with  the  board  members  those  recommenda- 
tions which  the  director  of  administration  deemed  of  sufficient  importance  to 
bring  to  the  immediate  attention  of  the  members. 

We  have  been  informed  by  the  director  of  administration  that  since  the 
completion  of  our  audit  many  of  our  recommendations  have  already  been  implemented 
and  several  more  are  in  the  process  of  being  implemented. 

We  wish  to  express  our  gratitude  to  the  board  members,  the  director  of  the 
division  of  administration,  and  the  entire  staff  of  the  board  for  the  excellent 
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cooperation  and  assistance  that  was  extended  to  us  during  the  course  of  our 
audit  work. 


July  1,  1969 


Respectfully  submitted, 


Morris  L.  Brusett 
Legislative  Auditor 
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Assets 

Cash  in  State  Treasury 

Cash  on  Hand 

Appropriation 

Securities  Held  in 
Trust  by  State 
Treasurer 


BOARD  OF  EQUALIZATION 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1968 

Federal  and 

General 

General 

Private  Grant 

Revolving 

Suspense 

Fixed 

Fund 

Clearance  Fund 

Fund 

Account 

Assets 

$   — 

$840,769 

$   2,000 

$102,348 

$    — 

— 

863 

— 



— 

30,496 


Equipment 


Total  Assets   $30,496   $841,632 


$   2,000 


$108,354 


137,905 
$137,905 


Reserves  and  Fund 
Balance 


Reserves  for: 

Encumbrances 


$  2,953   $ 


Investment  in 
General  Fixed 
Assets — Exhibit  E 


137,905 


Fund  Balance- 
Exhibit  B 


27,543   841,628 


Total  Reserves 
and  Fund 
Balance      $30.496   $841.632 


2,000     108,354 


$   2,000    $108,354    $137,905 


BOARD  OF  EQUALIZATION 
ALL  FUNDS 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
Fiscal  Year  Ended  June  30,  1968 

Earmarked   Federal  and 

General   Revenue   Private  Grant  Revolving  Suspense 

Fund      Fund    Clearance  Fund  Fund  Account 

(Exhibit  D) (Exhibit  D) (Exhibit  B-l)  (Exhibit  B-2)  (Exhibit  B-3) 

Fund  Balance,  July  1,  1967   $   —    $  $    66,842       $   —        $    101,309 

Additions : 

1967-68  Appropriations     641,000   277,000 

Receipts  —        —      7,156,957         7,891       79,194,865 

Reserve  for  Encumbrances, 

July  1,  1967  383  _    —     162  —        — 


Reversions 

610,887 

277,000 

6,3! 

32,329 

Reserve  for  Encumbrances 

June  30,  1968 

2,953 

— 

4 

Total  Balance  and 

Additions  641,383   277,000    7,223,961         7,891       79,296,174 

Deductions : 
Expenditures, 

Distributions  to 
Other  Funds,  Refunds, 
and  Appropriation 

5,891       79,187,820 


Fund  Balance,  June  30,  1968  $  27,543   $   —     $   841,628 $   2,000 $    IPS, 354 
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BOARD  OF  EQUALIZATION 

REVOLVING  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Fiscal  Year  Ended  June  30,  1968 

Fund  Balance,  July  1,  1967  $   ~ 

Additions: 

Transfer  from  Federal  and  Private  Grant  Clearance 

Fund,  Highway  Appropriation  Clearance  Account         $  2,000 

Collections  from  Oil  Companies — Fees  Representing 

Partial  Reimbursement  of  Audit  Costs  5,891  7,891 

Total  Balance  and  Additions  7,891 

Deductions: 

Expenditures  for  Travel  Expenses  of  Motor  Fuel 

Division  Auditors  5,891 


Fund  Balance,  June  30,  1968 


,000 
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EXHIBIT  B-3 

BOARD  OF  EQUALIZATION 
SUSPENSE  ACCOUNT 
STATEMENT  OF  CHANGES  IN  ACCOUNT  BALANCE 
Fiscal  Year  Ended  June  30,  1968 

Account  Balance,  July  1,  1967  $    101,309 

Additions : 

Receipts  During  Year  $79,281,428 

Less  Returned  Checks  86,563      79,194,865 

Total  Balance  and  Additions  79,296,174 

Deductions : 

Distributed  As  Revenue  to  Funds- 
Exhibit  C: 

General  Fund  $32,070,340 

Earmarked  Revenue  Fund  33,703,344 

Sinking  Fund  6,501,906 

Federal  and  Private  Grant  Clear.  Fund      736,941      73,012,531 

Distributed  to  Refund  Accounts  in 
Federal  and  Private  Grant  Clearance 
Fund: 

Gasoline  Drawbacks 

Income  Tax 

Miscellaneous  Tax  Refunds 

Refunds  Directly  from  Suspense  Account: 
Contractors'  Gross  Receipts  Tax 
Gasoline  Dealer  Security  Deposits 
Motor  Fuel  Taxes  and  Permits 
Other 

Account  Balance,  June  30,  1968 


2,140,890 

3,853,867 

130,423 

6,125,180 

15,356 

12,592 

14,792 

7,369 

50,109 

79,187,820 
$   108,354 
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Description  of  Revenue 

Income  Tax 

Corporation  License  Tax 

Cigarette  Excise  Tax 

Cigarette  License  Tax 

Oil  Production  License  Tax 

Metalliferous  Mines  License 

Tax 
Telephone  Company  License 

Tax 
Electrical  Energy  Producers 

License  Tax 
Natural  Gas  Distributors 

License  Tax 
Freight  Line  Company  Tax 
Store  License  Tax 
Cement  Dealers  and  Producers 

License  Tax 
Public  Contractors'  License 

Tax 
Motorboat  Certificate  Fees 
Coal  Mines  and  Retailers 

License  Tax 
Micaceous  Mineral  Mines 

Lie.  Tax  (Vermiculite) 
Express  Companies  Lie.  Tax 
Telegraph  Companies  Lie.  Tax 
Sleeping  Car  Companies 

License  Tax 
Inheritance  Tax 
National  Housing  In-Lieu  Tax 
Gasoline  License  Tax 
Special  Fuels  Tax — Diesel 
Special  Fuels  Tax — L.P.G. 
Trip  Permits 
Gasoline  Refund  and  Dealer 

Permits 
Aviation  Exemption  Permits 
Governmental  Exemption 

Permits 
Contractors'  Gross  Receipts 

Tax 

Total 


EXHIBI1 

'  C 

BOARD  OF  EQUALIZATION 

SUSPENSE  ACCOUNT 

STATEMENT  OF  DISTRIBUTION  AS  REVENUE  1 

Fiscal  Year  Ended  June  30 

,  1968 

F  &  PGCF 

Earmarked 

Contractors' 

General     Revenue 

Sinking 

Gross  Receipts 

Fund       Fund 

Fund 

Tax  Account     Total 

(Exhibit  C-l) 

(Exhibit  C-l) 

$18,927,137  $  7,393,413 

$  3,253,102 

$   —       $29,573,652 

4,690,371   1,832,176 

806,157 

7,328,704 

3,729,748 

2,442,605 

6,172,353 

1,590 



1,590 

t      2,255,918 

— 

2,255,918 

622,239 

505,338 

426,729 

280,625 
219,091 
199,985 


77,620 
15,996 


7,965 



3,435 

396 

— 

(2,081) 

— 

166 

476 

— 

20,588,963 

— 

3,721,843 

— 

53,113 

— 

113,360 

4,190 

800 



622,239 

505,338 

426,729 

280,625 
219,091 
199,985 

89,556 

77,620 
15,996 

13,096 

7,965 

3,435 

396 


(2,081) 

684 

20,588,963 

3,721,843 

53,113 

113,360 


4,190 
800 

430 

736,941 


$32,070,340  $33,703,344 


6,501,906 


$73,012,531 
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EXHIBIT  C-2 


BOARD  OF  EQUALIZATION 
FEDERAL  AND  PRIVATE  GRANT  CLEARANCE  FUND 
STATEMENT  OF  RECEIPTS 
Fiscal  Year  Ended  June  30,  1968 


Protested  Licenses: 

Collections  of  Taxes  Paid  Under  Protest: 
Contractors'  Gross  Receipts  Tax 
Store  License  Tax 
Special  Fuel  Tax  Penalty 

Gasoline  Drawbacks: 

Transfers  from  Suspense  Account  for  Payment  of 

Refunds  of  Gasoline  Tax 
Proceeds  Realized  from  Cancelling  of  Long 
Outstanding  Gasoline  Tax  Refund  Warrants 


6,214 

315 

95 


2,140,890 
1,270 


$    6,624 


2,142,160 


Income  Tax: 

Transfers  from  Suspense  Account  for  Payment  of 

Refunds 
Proceeds  Realized  from  Cancelling  of  Long 
Outstanding  Income  Tax  Refund  Warrants 

Contractors'  Gross  Receipts  Tax: 

Collections  from  Governmental  Agencies  and 

Contractors  of  1%  of  Gross  Receipts  on  Public 
Construction  Contracts 

Miscellaneous  Tax  Refunds: 

Transfers  from  Suspense  Account  for  Payment  of 
Refunds  of  Miscellaneous  Taxes: 
Inheritance  Tax 
Cigarette  Tax 
Corporation  License  Tax 
Special  Fuel  Tax 

Gas  Refund  and  Gas  Dealer  Permits 
Aviation  Exemption  Permits 
Governmental  Exemption  Permits 

Transfers  of  Appropriations  to  the  Board  of 
Equalization  from  the  Earmarked  Revenue  Fund: 
Highway  Account 
State  Equalization  Aid  Account 
Aeronautics  Commission  Account 

Total 


7 

,302 

15 

,607 

79 

,219 

28 

,207 

78 

5 

5 

157,300 

114,700 

5,000 


3,863,809 


736,941 


130,423 


277,000 


37, 156, 957 
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EXHIBIT  D-l 


BOARD  OF  EQUALIZATION 

FEDERAL  AND  PRIVATE  GRANT  CLEARANCE  FUND 

STATEMENT  OF  EXPENDITURES 

Fiscal  Year  Ended  June  30,  1968 


Protested  Licenses: 

Cleared  to  General  Fund: 
Store  Licenses 


Cleared  to  Earmarked  Revenue  Fund, 

Highway  Account: 

Special  Fuel  Tax  Penalty 
Gross  Vehicle  Weight  Fees 


$     95 

3,343      3,438   $    3,753 


Gasoline  Drawbacks: 

Refunds  of  Gasoline  Taxes 


2,165,272 


Income  Tax: 

Refunds  of  Income  Tax  Overwithheld  or 
Overpaid 


3,566,885 


Contractors  Gross  Receipts  Tax: 
Refunds  to  Contractors: 

Credit  For  Property  Taxes  Paid 
Overpayments 

Transferred  to  Suspense  Account  for  Distribution 
Credit  For  Corporation  Taxes  Paid 
Protested  Payments 

Miscellaneous  Tax  Refunds: 
Inheritance  Tax 
Cigarette  Tax 
Corporation  License  Tax 
Special  Fuel  Tax 

Gas  Refund  and  Gas  Dealer  Permits 
Aviation  Exemption  Permits 
Governmental  Exemption  Permits 


220,873 
862 

221,735 

22,140 
4,338 

26,478 

248,213 

7,302 

15,607 

79,219 

28,207 

78 

5 

5 

130,423 

Appropriation  Clearing  Accounts: 
Highway  Account: 
Personal  Services 
Operation  and  Capital 
Transfer  to  Revolving  Fund 

State  Equalization  Aid  Account 
Operation 

Aeronautics  Commission  Account 
Operation 

Total  Expenditures 
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108,563 

37,442 

2,000 

148,005 
114,760 

4,997 

267,762 
36,382,308 

Machinery  and  Appliances 
Furniture  and  Fixtures 
Automobiles 

Total 


EXHIBIT  E 

BOARD  OF 

EQUALIZATION 

STATEMENT  OF  CHANGES 

IN 

GENERAL  FIXED 

ASSETS 

Fiscal  Year  Ended 

June  30,  1968 

Balance 

Balance 

July  1,  196J 

r 

Additions 

Deletions 

June  30,  1968 

i           $  73,625 

$   5,538 

$    325 

$  78,838 

42,661 

1,859 

-- 

44,520 

12,888 

5,642 
$  13,039 

3,983 
$   4,308 

14,547 

$129,174 

$137,905 
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